
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world byJSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.istor.org/participate-istor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 



textiles, oils, and hides. More than a third of the 
commodities were unchanged in price. 

Bank clearings outside New York City were 14,320 
millions in March, an increase of 18 per cent over the 
February total. In pre-war years March clearings were 
usually about 13 per cent above the February figures. 
In interpreting these figures some allowance — perhaps 
3 or 4 per cent — should be made for the income tax 
payments which now help to swell clearings in March. 
The following table, giving the clearings for different 



The Index 

THE movements for March of the curves of our 
Index Chart give us grounds for believing that the 
period of general dechnes of business and commodity 
prices may be near its end. If the movements started 
in March continue in April, we shall feel considerable 
confidence that the downward trend of business has 
been arrested. 

Curve B, representing business, is unchanged as 
compared with February, an increase in the volume of 
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INDEX CHART. The items locating curves A, B, and C all refer to complele catendar months and the pomts are plotted in the middle of the spaces allotted to the months. 
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business having just offset the decline of wholesale 
prices. The future movements of this curve should be 
indicated, as we have pointed out, by the movements of 
curve C, money rates. We cannot ejqject a sustained 
and marked recovery of business until rates on commer- 
cial paper have established a definite downward trend. 
With easier money should come a moderate increase 
of speculative activity, curve A, forecasting a revival of 
business. The normal pre-war interval between the 
revival of speculation and business may, however, have 
been very much shortened by the federal reserve sys- 
tem. The influence on interest rates and the money 
market now exercised by the federal reserve banks may 
mean that revivals of speculative and business activity 
wUl come almost simultaneously. 

Business 

Bradstreet's index number of wholesale prices for 
April I was $11.37, a decrease of 4.1 per cent from the 
index for March i. Fully one-half of the commodities 
included showed a decline, but the change in the index 
is attributable chiefly to the recessions in provisions. 



sections of the country, shows that the increase in the 
volume of business, though general, was rather more 
marked in the Western, Pacific, and Middle Western 
states, than in other sections of the country. 

Outside Clearings: Actual Figures 
{Unit: $1,000,000) 



Section 


February 
1921 


March 
192 1 


Ratio of March 

to February 

r92i 


Ratio of 

March r92r 

to March 1920 


Middle* 

New England. . 
Middle West . . 

Pacific 

Other West . . . 
Southern 


2,867 
1,213 
3,317 
1,265 

1,433 
2,014 


3,296 

1,367 
4,014 

1,576 
1,809 
2,263 


II5.0 
112. 7 
I2I.O 
124.6 
126.2 
112. 4 


85.1 

73-8 
73-4 
87.1 
66.5 
71.1 


Total * . . . 


12,110 


14,324 


1 18.3 


75-8 



* Excluding New York City. 

The United States Steel Corporation's reductions in 
prices of about lo per cent, announced on April 12, is an 
important event. The price revision in the iron and 
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steel industry is an encouraging step in the process of 
readjustment. If this reduction in prices is large enough 
to develop a sufficient volume of business to stimulate 
activity in the steel industry we may feel confident that 
business in other basic industries will also become more 
active. The moderate reduction in iron and steel prices 
compared with reductions in the prices of other basic 
commodities, however, will probably leave some doubt 
as to the adequacy of the cut and will create the expec- 
tation that further reductions in iron and steel prices, 
accompanied by reductions in wages are to come. 

Some slight encouragement may be drawn from 
reports of progress in the building trades: prices of 
materials and of labor are gradually jdelding, and the 
efficiency of labor is said to be increasing. Buying in all 
lines continues to be cautious, but a more hopeful feeUng 
is beginning to appear. 

Speculation 

The volume of trading on the New York Stock Ex- 
change has been somewhat lower during the first week 
of April than in March, the easing of call rates 
having had Uttle stimulating effect. Stock prices re- 
sponded but sUghtly to the changes in the money 
market. Industrials regained only a part of the losses 
they suffered at the end of March, and have averaged a 
point or so below the quotations of the last third of that 
month. The feehng that the fall in call rates would 
prove to be only temporary, and the belief that the 
losses caused in certain industries by the recent liquida- 
tion may have been greater than was at first supposed, 
have combined to check enthusiasm in speculative 
circles. Railroad stocks developed further weakness as 
a result of the discouraging outlook for railroad earnings. 

Bond prices in general showed greater strength than 
stock prices, and on April 7, according to Dow, Jones 
and Co.'s average, reached a higher level than at any 
time since the end of February. Industrial bonds, 
however, were an exception to this trend, having only 
partly recovered from the slump in the middle of March. 
This may have been due, in part, to the marketing of 
several new industrial issues during the week of lower 
money rates. This new financing did not attain very 
great proportions, dealers being inclined to wait, ac- 
cording to reports, until some important refunding 
operations have been put through. 

Banking 

Actual rates on conunercial paper, the most reliable 
index of the money market, continue to rule at 7 Ho 7 f 
per cent. This means that although an easier money 
market may be in prospect, it has not yet fully arrived. 
For evidence as to the probability of lower rates we 
must analyze recent changes in the condition of the 
federal reserve and member banks. 

Between December 30, 1920 and April 8, 192 1 the 
reserve ratios of the combined federal reserve banks 
increased from 43.7 to 53.5 per cent. This improve- 
ment in the ratio is almost entirely the result of two 
factors, first, a decrease of federal reserve notes in actual 
circulation amounting to about 451 million dollars and, 



second, an increase of gold holdings amounting to 205 
million dollars. The precise manner in which the re- 
serve ratio is computed and hence the causes of the 
improvement since the first of the year are shown by the 
following table : 

Computation of the Reserve Ratio of the Federal 
Reserve Banks 

/ , _ Dec. 30, 1920 Apr. 8, 1921 

{a) Reserves: (million dollars) 

Gold 2,059 2,264 

Legal tender notes, silver, etc. . . . 190 218 

Total reserves 2,249 2,482 

{b) Demand liabilities: 

Federal reserve notes in actual 

circulation 3,345 2,894 

Government deposits 28 48 

Due to members — reserve account 1,749 1,662 

Other deposits, including foreign 

government credits 22 35 

Total demand liabilities . . . 5,144 4,639 

{per cent) 

Ratio of (o) to (6) 43.7 53.5 

The increase in gold reserves of the federal reserve 
banks has undoubtedly been almost entirely the result 
of gold imports. From January i to March 31, 1921 
gold imports amounted to 183 million dollars and gold 
exports amounted to 4.5 miUions. On December 30, 
1920 the federal reserve banks held "gold with foreign 
agencies" amounting to 3.3 millions; on April i, 1921 
no gold was held abroad. Consequently, about 175 
million dollars of gold could have been added to federal 
reserve holdings by import of foreign gold during the 
first quarter of 1921. In fact, between December 30, 

1920 and April i, 1921 federal reserve gold holdings 
increased 187 million dollars. In other words the net 
gold imports of 175 milUons and 12 millions in addition 
have been added to the central banking reserve since 
the first of the year. 

The decrease of federal reserve notes in actual circu- 
lation during the first quarter of 1921 is evidently the 
result of the liquidation by member banks of their 
obligations to their federal reserve banks. On Decem- 
ber 31, 1920 the eight hundred "reporting" member 
banks (having two-thirds of the resources of all mem- 
bers) had bills payable and bills rediscounted with the 
federal reserve banks amounting to 2103 miUion dol- 
lars; on April i, 1920 their accommodations with the 
federal reserve banks had decreased to 1685 millions. 

Loans and investments of member banks have also 
decreased during the first quarter of 1921. On Decem- 
ber 31, 1920 total loans and investments (excluding 
United States securities but including bills discounted 
vrith the federal reserve banks) of the eight hundred 
reporting banks were 15,359 milhon dollars; on April i, 

1921 this item had fallen to 14,610 milUons. 

During the first quarter of 1921, then, loans and in- 
vestments of reporting banks declined over 700 millions; 
while accommodations of those banks at the federal 
reserve banks and federal reserve notes in circulation 
each declined over 400 miUions. Apparently member 
banks are reducing their obligations by sending in 
federal reserve notes. 



harvard university committee on economic research 

CHARLES }. BULLOCK, CHAIRMAN WARREN M. PERSONS, EDITOR 

WADSWORTH HOUSE, CAMBRIDGE 38, MASS. 



